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Profit Improvement for Solicitors
The current economic climate has forced many legal firms to cut costs, which may have led to them losing their best
people and demotivated the ones left behind.
While efficiency is never a bad thing, adopting a profit-improving approach instead of a cost-cutting one can be far
more beneficial when times are tough. It will make your firm more appealing to internal and external talent – ensuring
your top employees won’t be poached by competitors and attracting the people you need with hard-to-find skills.
To help you adopt this new approach – which will ensure you are working on your business rather than just in it –
we will now consider some key areas you should be focusing on to improve your profits.
Firstly, let’s consider the management of your business and the people within it. Management issues fall into
three categories:
• Business Management
• People Management
• Risk Management

Business Management
According to the Solicitors Code of Conduct 2007, supervision and management responsibilities must provide for:
• Financial controls of budgets, expenditure and cash flow
• The continuation of the practice in the event of absences and emergencies, with the minimum interruption to
clients’ business
• The management of risk
In order to manage your practice successfully, you need to clearly define its management structure and the roles of
each partner. This includes developing precise job descriptions for the managing director and partners, and definite
responsibilities for your IT, HR and marketing departments.

People Management
A quality legal firm can only thrive through quality people. Strong leaders are at their most valuable during times of
crisis, and it will be cheaper to improve and develop these skills in-house, rather than having to buy them in.
To ensure you have the right people with the right skills, you must have an optimum HR strategy. This means you need to
consider your procedures for recruitment, retention, rewards and incentives, and development and training.
Leaders will need training so they can motivate others and develop them on the job through coaching and challenging
work. By running good quality appraisals, leaders can develop challenging, but achievable, goals for the future.
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Risk Management
Risk management is another of the compulsory requirements of the Solicitors Code of Conduct 2007, as outlined
above. Your profits can be significantly impaired if insufficient attention is paid to risk.
Important areas to consider include:
•
•
•
•
•
•
•

Client acceptance procedures
Money laundering
Complaint handling
Credit risk
IT failure
Data protection
Disaster recovery

Managing Working Capital
When developing your profit-focused approach, it is also worth remembering the old adage: turnover is vanity, profit is
sanity and cash is reality. It is therefore vital that you manage your working capital successfully.
The cash cycle is made up of four interlinked components:

Work
in progress

Salaries

Debtors

Cash

Each component feeds the next one in the cycle, and will need to be managed and monitored effectively to avoid
problems.
To handle the link from salaries to work in progress, it is important to set chargeable time targets and to employ an
adequate and timely recording system. For work in progress to debtors, essential areas to consider include reviewing
your billing policy and setting fee and recovery targets.
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Credit Control
Implementing good credit control procedures is crucial to ensure that debts are converted into cash. Many firms are
consistently poor at prompt billing and chasing late payments, resulting in reduced cash flow, which can cripple
firms of any size.
In fact, the median number of debtor days for legal services is 47.1.
Consistently adhering to efficient credit control procedures not only ensures the survival of your practice, but also
provides peace of mind, enabling you to focus on the business instead of the bank manager. It also improves profitability
through reduced overdraft interest and bad debts and enhances your cash flow, enabling you to increase the amount that
can be drawn.
It is vital that your charging and payment terms are clear from the outset, and that clients understand what they are
paying for. As well as billing clients promptly as soon as work is completed, you should also send bills and request
payments on account for anticipated costs and disbursements in the interim.
Another option is to accept credit cards/debit cards and standing orders as methods of payment to make it easier for
clients to pay.
If clients do not pay promptly, it is vital to chase the outstanding debts by letter or fax as soon as they become overdue.
This should be followed up by a fax seven days later and a phone call after seven days to find out why the payment has
not been made.
It is then important to keep the pressure on, and arrange to collect the money in person, if possible. Legal action
should be considered as a last resort, although once the threat has been made, you will need to follow it through.
Credit control should be taken out of the hands of fee earners, and dedicated staff should review the aged debtors
list regularly.
When it comes to credit control, time is always of the essence. A £2,000 debt that is five months old is a far greater
concern than a £5,000 debt which is two months old.
If all else fails, ensure that you obtain VAT and tax relief on the unpaid debts once they become six months old.
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Profitability Issues
There are four distinct ways to grow your practice:
•
•
•
•

Increase the number of clients of the type that you want
Increase the number of transactions
Increase the transaction value
Increase the effectiveness of your processes

To implement these measures effectively, you will need to understand your deterrents to growth, whether they come
from inside the practice or outside.
While many of the costs are fixed, there are a number of factors that can act as indicators of your firm’s performance:
•
•
•
•

Number of productive fee earners
Workload of the practice
Chargeout rates used
Nature of services provided

The most profitable firms are often those that combine high gearing (ratio of fee earners to equity partners) with good
management controls.
For example, a firm with four equity partners (fees £100,000) and six non-equity fee earners (fees £50,000) will have total
fees of £700,000. This means the fees per equity partner are £175,000 and the gearing ratio is 1.5:1.
Compare that with another firm which again has four equity partners, but only one non-equity fee earner. In this case, the
total fees will be £450,000, with a £112,500 fee per equity partner. This results in a gearing ratio of 0.25:1.
A number of other issues will also impact on your firm’s profitability; the first of which is your land and buildings. Examine
whether these are being fully utilised by the firm or if there is spare space that can be rented out.
Another area for consideration is when you replace the equipment used by the practice. It is important to weigh up
whether this has been planned and factored in, as well as the cash flow implications. Additionally, you should investigate
the best finance methods to use.
Motor cars and banking are also issues that need to be given further attention. For vehicles, it is worth researching the
best finance methods and looking at the policy and insurance. In terms of banking, examine whether you are being
offered the most competitive rates and whether the agreed facilities you have are adequate.
It is also important to regularly review your overheads and compare them with your budget. Moreover, make sure that
employees are encouraged to make cost saving suggestions and are rewarded for them.
Finally, ensure that your management accounts and information are in a user friendly format, with the schedule of fees
shown in a graphic format. The fee earner report should cover debtors, unbilled disbursements and work in progress, as
well as chargeable and total hours. Larger firms should also develop reports on a departmental basis.
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Business Plans
Creating a business plan is essential for every aspect of running a successful practice, from measuring performance
to securing external funding.
As well as being a requirement of the Legal Aid Board, having a business plan enables you to think about the future in a
formal and structured way, which is especially important in the current environment of rapid change.
It also motivates the partners and staff, improves your profits and enables you to manage in a proactive, instead of
reactive, manner.
Your business plan needs to describe where you are now, what your objectives are and the strategies you will employ
to meet them.
The starting point is an honest appraisal of the practice’s current situation, which should be based on reliable
management information. Next, you need to consider the bigger picture and decide what the aims and aspirations are
for the practice, as well as for individual partners.
Each partner will need to consider why they are in business, what level of profit they require and how and when they
plan to retire.
Planning how to meet the practice’s objectives needs to involve all the partners and staff, with the views of clients being
taken on board. It is important to allow enough time for the process and to nominate a ‘champion’ for the cause.
To help with the planning, you should consider the resources available to you, which can include:
•
•
•
•
•
•

Buildings
Equipment
People
Marketing
Finance
Skills

A SWOT analysis will help you identify the practice’s strengths, weaknesses, opportunities and threats, while benchmarking
of your performance along the way is essential. It may also be worth considering seeking professional help.
As mentioned earlier, planning is mandatory and no longer just an option. The latest Law Society Practice Management
Standards (Lexcel v4) requires that practices develop and maintain both a marketing and a business plan.
The standards also state that practices need to be able to produce documentary evidence of their financial management
processes, including the annual budget, variance analysis and cash/funds flow forecast.
When complete, your business plan should be the road map by which the practice navigates from where it is to where
it wants to be.
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Projections and Variance Analysis
Your profit and loss account is a primary indicator of how the practice has performed. By accounting for amounts
which are due but are yet unpaid, as well as expenses paid in advance, you can gain a clear picture of the actual
gains or losses in any given year.
Areas to consider include:
•
•
•
•
•
•

Last year’s figures compared to zero based
Calculations of fees per month
Salary costs
Levels of work in progress
Expenses
Assumptions

When preparing cash flow figures, it is important to take into account:
• Timing delays
• Receipts and payments
• Payments for VAT, rent, capital expenditure, self assessment and income tax
Should differences occur between the actual and budgeted figures, it is important to understand the reasons why using
variance analysis. This can also be applied to debtor days, work in progress days and chargeable time.
For example, the difference in fees can be broken down into a chargeable hours variance and a rate variance. Similarly,
any difference in the salary figures can be divided into a number of staff variance and a salary variance.
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Conclusion
This guide should have given you a better understanding of how to manage your working capital and the basis of
planning your business, as well as how to improve your profits and drawings.
While the processes involved will be both challenging and rewarding, it won’t always be an easy path to follow.
That’s why Moore Thompson will be there to support you every step of the way and help you keep ahead of the
competition. For more information and advice, please contact us on 01775 711333 or visit www.moorethompson.co.uk.

Spalding
Bank House, Broad Street,
Spalding, Lincolnshire,
PE11 1TB
01775 711333

Wisbech
Monica House, St Augustines Road,
Wisbech, Cambridgeshire,
PE13 3AD
01945 465767

Market Deeping
Bank Chambers, 27 Market Place,
Market Deeping, Peterborough,
Cambridgeshire, PE6 8EA
01778 380850

Peterborough
7 Swan Court, Forder Way,
Cygnet Park, Hampton,
Peterborough, PE7 8GX
01733 560160
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Our services...
• Acquisitions and disposals
• Audit services
• Auto-enrolment and re-enrolment
• Bookkeeping and accounting
• Budgeting and forecasting
• Business start-ups
• Business strategy and planning
• Capital allowances
• Capital gains tax
• Child benefit tax charge
• Cloud accounting and MTD advice
• Company secretarial
• Corporate finance
• Corporation tax
• Estate and inheritance tax planning
• Expert witness and dispute resolution
• Grant funding
• Increasing growth
• Independent business reviews
• MT Financial Management
• Management accounts
• Non-domiciliary tax issues
• Payroll and HR
• Performance improvement
• Personal tax
• Preparing for exit
• Retirement planning
• Tax enquiries
• Tax planning
• Tax-free childcare
• Trusts and executorships
• VAT
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